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handpicied the best representalives for obsorvalion. Furihenners, The validiby al'the satiple
would be called into question if the auditors sclocred the five representatives from e single ROC
ccater, instead of three BOC centers as the procedores ~equined.  As noted gbove, a cluster

saam o {Hoscs mord Fisk af sampling arrar ehes 2 simple rande sanple whenevaer amts froo the

s ChAELET AT Mure bumegeneous i ueite higm dilleent clusters,

W Breoause ofthe deficieneies m the sarpling methadologies and the audirores®
deviaciens from agreed-apan precedures, the ket findings s highly suspect, A% @ Conbequence,
Lhe qudit Grddices provide o sounl bazs upon which any conclusion can be reached thet Verizon

hzs comphed witk: ats Section 272 oblpations.

I¥. THE PERFORNANCE DATA SHOW THAT YERIZON HAX
DISCRIMINATEDG AGAINST ITS COMPETTTORS,

4 Even the perfarmar cc datd m the swedat 2eporta raveal that Verizon has
violated the noen-discrimingtiom provisions of Section 272 Section Z72 (£} establizhes an
“unpaalified probibgion against discrimination by a BOC in its deslings with ts Section 272
ahhate and unaffiiated cntilies.” Impleenlation of the Non-Acconnting Safcanands of Bodiah

271 and 272 of the Commminication: Ad ot 1934 ar Amended, Fire Repars anef Order ancd
Furrher Nolice of Propoyed Muleoesing, T 100 Red 21905, Y %7 (1996)  The Cohumission

ha 4 nisa rphasized that & “stngent standzsd™ raust be 2onlied in evaluating compliance weih (his
anti-diserimingtion provisian. ff. When making eompursone of Vaizon's per’ormance for non-
affiliatcs and atfiliates, at is coportant to use stalstical procedures B alfpusng for vanabdity i
the services Fecetves] Iy cusiomers, matistical analysis car coorral the rsk of randering an

mupproprate conclusign
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publicly-filed tarif rascs and the amgunts the BOCs charged Lo themselves for access, switching
zrd wgmgnort, the sample s far teo small to deaw such gn inference for the entie populaton.
34. The audits arc flawed 1n oihey 1 especie that sugpest T aydit findings ars
untrustwarthy  The General Standard Frocediirey provide thal, as to cash disbursements, the
awcier: should Sudgmentally gelest |0 cash disbursementy aurd 3 payroll transacticans of fie 272
alfilizte and verify that these ransactions were funded by &od appropnately rellected in the
grncral ledger of the 273 affiligic ™ Jereved Srnefard Hrocedires, Objective 1T, Provedere 3.
The audifurs deviated from these requirements by examining 1§ cash dishursements (rediug 3
pavrol)® instead of* 10 cush éisbursements wed 5 payroll trensactions.” Initial Bicnnial Report,
App. A, Objectjve I1, Progeduie 3. Signitivamly, this Sevistion eduded the nonspayroll cash
distursaments Iy a factor of two; and, therefore, ondermined the accuracy of repgrted results,
57, InAddrion, tue (rese s Sardard Procedurss neude provisions that are
prpomed’y dosmed (o svees whether Vesizon markets ics afliliae’s interLATA survices 1o
imdaund callers without -fisining Lhem vFtheir nght to sebect the interLAT A carriers of theic
choice  Crener o Standord Progedurer, Qbjective VI @l 37 (etation omitted}  Ta L8sl
<umplianca with Ihis cegpuiremcnt, the avditers were required to fisten fin 30 gupytes each 10 calls
eepeived by Sve randomly sclocred ropeesenlalives ad cach of three randomiy selected ROC call
centers. (enend Swandurd Proceduras, Objeerivg VT, Frocedwie 3. lowever, instead af
vhserving fifteen reprosentatives (live at three ROC centers), the puditors “remoicly observed”
only live customer serviee repregantatves. Joital Bienmal Repont, App. A, Objective VI,
Procodize 8. To make matters worse, the audit reparl does nat state thae the representatives

were randomly eteted. AS a consegquence, 1t s aoseible thatl @ Verizon saperasor could have

—— ——
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from 43 transferred emplayees. Imtial Biconis] Repart, App. &, Ohective M, Provedura 5. As
coted sbove. a slatisteally valid sample skould have inglyded ai leasl 23 gmptoyees i the
population ol iransterred emplovees is lirge. Unfortunately, the audil repee does not provide the
size of the pq:-lju]atinn.’! In all events, the gudil reparl provides nu Jussification for the auditors’

desision o select 2 sample size a2 smalf B 43

35, Objective X. Proecdure & of the Crameral Sdancand Proceduras required the
ruditors “byv using a selisncally valid sample of interL A TA services offered by the BOC wed nol
{hrawgh an afiliats, (o] deteumne wikiher the BOC 15 imputing {charging) 1o itsglf ae amount
lerr access, switching and transpont™ and compare such rales Lo these chasged 1o other
ntel exchange carriers, Cegerad Smaudard P ocedurer, Objcstive X, Proccdete 4. The aeditors
selveted thres wterLATA sonvices: Comman Chaneel Signaling Aecess Semvice Gateway Access
Rorvice, FO1T Inteed A A [9formadon fenace; and hDA. The awdit ceport dues nol state
expliclly hosw many qualifiineg inteTEAT A scrvices wore offersd by the HGC, bur implies that
there nsay have been more than theee such services. U that is the case, the avditors Jedod 1o
conduct statistically valid sampling. Insteal Picade! Repadt, &pp A Ghieetive X, Procedure 8.
There i o indication that the three servizes were selected at randam, and, even I ikcy were, 3
sample of three services would not come ¢lesc 1o meelzog e precision requiremecnts for a

starisbicatly vand sample  Consenueatly, alttioaph the auditars found no differsncos Detween

" In acditfon, the zuditor devizeed from ffe requireinents of the (rerere! Samadard Frocedires by
redving an writlen confiemations rather than fica-to-face imerdess, Relance un wiilten
confirmsations may have reduced the chances of detecting Dnappiepriate disclosure of praprictany
inisemation because, unlike a facecto-face i e rvicwr, wiitten cunfirmation does qot provide the
Dppetiunty to evalyare credibility.
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imvaicas) Was nor called fac by the General Scandard Procedures Furinermore, the sudit repornt
raicgy a umber of questions segarding how the satpling was conducted & sumple of 100 billed
viems chustered in 54 evolees may be le3s infhrrnative than a smiple vandom sample of 100 Dilled
iberas. More findarpendally, i is waclear whether thy resulting sample weas drpwn 2t randosm, wilk
each killed item having the same chamse of being selected. AHhaugh the audi report states thar
Liilled ilemas wene selecied at randore “Irom 54 gelpeted Faly 2000 myoises,” the audit report is
silet a3 to whether the 54 Uivaices weir sddected at random. @ Also, dopending o how the
sumpling was condpcted, some jtoma f@ g, those Dmn invinecs wath fower nems) may hawe had a
stealer chanoe of being selected than uthory 15 5o, this phennmenan waourd biss resules Froo <he
sample

3. Additionglly, Soelion 272(b)(3) requires ar interl ATA affiliate to “have
sepueate officers, divecton, ard mnpleess fron: the Bell operaiing compaey of which it is
ullilizre © 47 108 C & 2720005 The Gerenal Stareiore Proeedires required the audilors w
select & statisiically valid spniibg of the empluyees whe wransferred from the BOC and detecning,
Lt umh intervicws, waether they ysed any propriecary informaiion that they aeguired while
enplyyees of the BOC, General Saclard Frocedures, Objectiva 111, Proceduore 5. The auditers

implemented <his proceduse by selecling a random sample of and obtgining wrilten confirmation

* The audit report is also confizsing at this paint. On the one Rizad, the repart refers to
“utalliHared lnterexchunee Carrisrs,™ and. therefore, suppgests thar more then one $ych Sartier was
included in the raported Mesklis. Un the other hand, the repon refers to the = wnafBlated
Inteeachange Carnens” [FIXCY ) bivoteg and implizs that a single invoice was examined for a E
single carrier. Honly one IXC was examined, it is onclear how i was eelected, & |
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Entarprise customers comprise less than 1he 1]l population, the reported mesults could be
seriolshy biased. The aodit report ofers oo indormation aboad the oumerieal or fnsncael size of
the omated part of the eniverse (mon-Enlerpraee castenersd, Finaly, it gudin repeat staes thg
conues of Costomer Service Kecords wene obtsined only for thosc Enterprise custormers who
~ushased local scrvices from the WO Consequently, the sample for which rates, teras. and
conditians for nen affilistes matchod thase for alfiligies myy e g Jesy [han 100 custmners.
Apzwn miorinabion is lacking about the acoeal number of compartsons made.

32, The audits are alse soricushy flased because of oiker instanges where rhe
audilors Giled w use stavistically valid samples in aggoondange with audif procodures. In ehat
cumeiom, N zudils were suppused to assees whether verizon disciminates in favor of it
Soction 272 aHihates Wy pronading exchinge acress Services to competitors st mates Ligher Lhan
Mose gTered 10 Seclion 272 alliliales. Creneral Stoedord Procedures, Objoctive IX. The audits
Furporied 1o [est Venzon's compliance with this resuerement thrawgh B number of procedures.

33 (rre such proceduce required the auditors “'[ulsing @ sdaddically valid
sample of billed ilemy, (o] Dspsct widedyug detals of vaices and compars rates charged. and
tern:s and conditons apphed i0 ¢ach Secrion 272 affliate with those charped and applied ta [IXCs
for the same serviges ael nole aoy difterenge; ™ Crererad Siandord Prosedures, Objective 1N,
Procedure 5. The auditors candnmly sedected 100 Billing Authorite Mumbers (FBANS") and for
b e selected BANS afvicined the Tuly 2000 imvolces for exchange acoess serviter and faciilies
rencered by 19 BOC 0 e Section 272 aifilintes. Initial Biennial Repon, App. & Objeetive [Y
Procedure 3. The audilons then selecred a randnim sumple of 196 billed items from 34 selected

duly 2002 ivolces. 'This ehuslor seroling procedure {2 ¢ samplicg billed items [iom a sample of
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render it impassible to determinge whether Verizon demally has complied with Cocicnission

LT TR T

S0 Qectrve VI i the Gergrgd Slundlard Procodiras assesses wlie'her the
BOC discriminated agoinst nonaffiliates in favor of its Scetion 272 af%listes during rhe
privvieveing and procurement procsss. Under the Gerrerad Stamdard Provedures, the auditors
wrpe reyuined i seleut o slatistically valid sanple of purgnases of @ends oF services lom the
BCHT by nnattileated carriers and comparc the ratcs, terns, and conditions of such purchazez o
thass affered ta the Secucn $72 affibate. {reneral Steradad Frocedures, Ghjective Y1,
Procedure 5. Inziead of gelecting a simp le raedom sample of parehages, the auditore selacied a
cluste- sample which could net he exprected i satisfy te precision requirentents for 4 stanstically
valid samiple. 3o elus regard, the zuditor first “selected & randam sample of 16 unafiliated smtrlics
wha onlracied ar repewed ther Blling and eollection suniragty in 20007 ang then “zelegied a
taeaicm seenple of WO Frrermase costoooers (o the listinge of uneililats entitics referenced
abuve” S The sudit report provides oo nformation regarding the numen o cosiamens that
vt 3ampled from each unaffiTiated entity. Drawing a cluster saniple would increase fhe
utcartnty of “he results F custamers foon the same enticy ane more hemozeneaus than
customars froan other entities. 1he petantial wopace of this problen iz greater if the total momber
of entibes 1s large {sor that a large rumber had ne sempled customers) or if some entitees had
subslanhally mere custorners sampled 1han did others (5o thal {he vasl mgfonity of SUSlomers
cama from verv few entilies). Unforumately, 1he audit renort fils to 2mevide such information.

It Moreover. the avditors limited the second sample 10 “Enlerprise

CUSIOMm  — i 1IN (R 15 noi cven reforenced in b Ceperaf Sondard Procedures. I
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28, Althouph it 3z Tar (rorn clear, o oappears that the suctors filed to cbruie she
required judemental sample of “debt instrumcnts, leases and credn arrangements that are less Lhan
500,000 in aonwal vbligalions.” Inilial Biennial Repoet, App. A, Objective TV, Procedure 3 78
Tnuz, no valid eonsiuzions can be doawn as e whether amy delbt areements, leases and credic
arranpemeunts falling below the S50 006 shreshold included previsions perrmitting recourss to the
ROC s assets.

20 Addiinsnaity, the audsors requested confirmation from 7% major suppliers
#nd lessors. 1 he zudit report does not state explicitty wheedeer the suditors canvassed el Sajor
s ppliery £nd Mssers 83 rogquired, howeser 1he reooct implies etherwise by refertng o =78 major
suppliesy and fecsors to which confirmation requests were sent ™ Inital Bieooil Repoa, App, A,
Objective 1V, Procedore 3, 171he 78 majer supplizrs and lessors represented ouly 2 sample of the
vy pesplalios, The il 1epart @iters 00 assaanee Thal (e sarmpie was draven randomly  The
audit repart aden states thar 3d supoliers and lessers confirmed that they did not have recouse
againsl the BOC s asscts. 750 Hecanse supplers Bnc lessors may have bash relagtatn ta respond
if iheir agregments viclated requirements precluding reopurse 1o the assets on the BOC, the
audieons” findings basesl upon fess thao ball of those cueried raise the prospect that the results are
bigasd und whally uorehinble. As 2 conmtuents, allhaueh the auditars wnceveced a0 nffiliate

aiTeomenss that permitted recourse to the gesets of the DOC, the deficiencies in the audit process

- HT]'IE uditors” findirgs eepanding the lesting of Ghjeslive T, Pracedure 3, glarinely omit any
reterendss o any analysis of debl apreements, deases. and credit apreements falling below the
P50, 000 threshold
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ceartining all fiked azsets 10 acsm ilenee with suddil procedares, the aoditers randomly sampled
106 transmission gnd switching facilities from the BAGN] detailed Vang ol fxed assets and
cofiected 1he sseociated invoices. S The audiions further compeunded this error by impusing an
aruibiiz cost ceiling of 520,524 for the assets chat were sampled. Because the msd ilors fhifed 1o
cadline the entive papualation and imposed arbitacy fiess oo fhe data thae were sampled. no
miggnnafil conclusions show the cunplete propulatior can pesstbly e drawn Erom the semplad
ki

27, Objective TV in the {Tonaaf Stamaard Mrocacheros 15 desipaed o assess
whether she Section 272 aftiliate has obtained credit puzsuant bo any arreegem ent that wanld
alfow a creditor recowrse Lo the assets of the BOC i the avent of default,. The audit procedures
required the guaditers L docurment each Seetian 272 aflifates” debt apresmants with major
suppleers 3o addiion, the auditor was requited “[fior all debt icstruments. Jeases, and vredit
arringentends mainlaned by cach Section 272 affilare in excess of 300,000 of annuat o0igations
a0 for @ samgle of |0 delt instiments, Jeasey, and eredil arrangemenss that are less than
1 500y, 000 In sanual obligavons udgmental sample), [io] obtan {positre) confirmaten fiat Inan
instiutions, major sopplicrs, and Jeasers 1o attesr 1o the 1sek nf recourse 10 the BOC pscets ™

Lrenerel Staneprd Procedurss, Objective IV, Procedure 3.
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inctude the exclusion of elements fromt Lhe sampling freame, the failure to draw a random sample,
znd e Uuge of samples that are ton small o saprort the mfarenses drawn therefrom,

Tw Lthesnere, becanse the sudits fail 1o distlose ruditnentary information regarding the sampling
pracedures thul weresimplemented, if 8s impossible to wenfy the validity of the sampling

spplication

B ¥atcrial Deviations fron the Fundam entak Principles of Sampling and Lhe
Cienera! Samdaond Procedures

24, The suditnrs vinlated a basic ssmpling prinGple by sysiemarizally excloding
elements of tre populadion from the samphng Seme. Consequensly, the samples do tok fepresant
{he complele peputabian, and ehe inderences thes the auditars atee-npl to driw regarding the entire
population are invalid.

25 Inthis segard, Seclion 2721 provides ihat the itezL AT A affhate mnst
“operate mdependenLly [mom the Bel! operating company.” 47 US.C§ 2T2(H1E s the
Cremerol Seandard Frocediyey sapldin, this reguitement precludes joiot ownership of swatching
ari! Transmisaion eguiprent, 2s well as the land and bozldings where such {acibties are [ocated.
Sev Creneral Stardard Procadhres al 19,

of Objpcciva | in the General Standurd Provechres puporedly Lests
comypliance within these reguirerienls. Io fhal conmection, the au dit procefutes saquired the
unditors 1o obiain 4 detailed listing of all fined assets and verify, iarer alin, the source ftom which

vuch saset v woguired . Gonerad Sromdord Procedwres, Objective 1. Procedure 7. Rather then

" Although the audit procadures requited an exarmination of dtle documents, the audilor: did not
sample btie docoments, bul insiead uscd “related invoiccs. ™ Titial Biennial Report, App, A,
Uljective 1. Procedurs 7

t
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crilerid in it dudit procedurcs would call for & sample size of 4t Lleast 93 (when the population is
larpa).

1 hem ihe populatics (& oo i09 leTee, smaller SATHENS 8265 could trect (ke
citerion Ve neagon 15 that e inean (o propocion) for the complete popdation consigoa of a
part toat s known (Le the snenpled and e nart that nends to be estimated from e resalts Tor the
sanpie. 1the sarple cunstilules 4 subslantial frection of the populatien, there is less ey oy,
and a seovewhial snalles sample san wchieve the desired precision leve.

22. Certnin iafiirmatios abowr the topulation. sanighng mcthad and the sample
is required to assess the validity at’ 2ty inferences diawn {rom 1he sampled data, For example, the
sizes ol the pepulatton and sample are requized o cvaluate the vafidiny of a simple random sample
{where egch uni is sgmpled independent|y w1h the same grobability). For mare eomplicated
saphing pTocedures, mare decalled informadion 1 needed. Fer exemple, 1he following
nformuacion 13 sssemial in evaluating the salidity of & cluster sample” the msmber of clusters in
the population; the number samppled, 1he disiibotign ol Gluster size; kow individuals were sumpled
frsm clusters: the namber of individuals it the pepulation, and the pumber ol individuals sampled.

23 s described in mors J91a7 Betow, the audits eonaistently violated accepred

sajn]}ling technigques and otherwisc devizted from aoreed-upon |'|d'4;||:EE|LJI'¢S. These deficienzies

® Cluster sayiling is & foshnique that involves twor stages of sampling. In Blage la S-E.ﬂ]{JJE of
clusrers is selevted ot random from the pofslalion of clusiers Lo stage 2, individual units erc
sempled ot radidum frem each 9 thi: clusters sampled i wiage 1, Fur example, a8 sanple of
employees in an indusiry cighs b selected by sampling cumpantes in the industry and then

3 ricg @mpP.yses fom the sampled conpanics.
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mouailunes T Wheoewer judprientel sampling is usad, it ia dificult (o assess the prapriety of the
semple unless detaled irformatior (s prowvded reparding the critadia that wera veed v salace tha
sample

1%, Botore selecung a sample, the auditgrs should detenmine the acceprable
level of uneertainty associated with the resuire and 1he sampte size that s Tcely 1o achieve rhax
lewel. With this primaplc i mind, 1he Crenerad Samdioa Procedieres conlaan cerldio oriterta that
st be met in seietmy 3 statistically valid sampie. The procedyres state that, where appropriate,
the auditors “shall select & stansdically valid sample wsing ramidom and strahlied sampling
tehniques with the Fellovang pararetors: & dosired cenfidence level equal to D% 8 dasird
pper pression imit coual to 55 imd an expected ervor rare of 1%

20, Irisvaclear proascly howr these critena showld be implénenied whien
sCTtul saniple sizes, Lhe pronlem is that the upper precizion Hmit dopends an the ohseved ercor
rare - not the expectad errar rate. This 1 exziest to understand for samples from a larpe
popalabien. TE ne errors ace obsersed, 4 mdnimum sample ste of 3% is required ro achieve the
desiTed upper procision fmil af 3% with a confldence levei of 95%. If even 2 single etior is
oliserved, the sample sive roiuired 10 ashieve the desired upper precision lionid grows 1o 9

Mecawse ons errar in 05 taes {5 appraximately one-percent, the maost fbera! mterprotation of the

* Sew Cremerad Stardard Procedires, Objective 11, Praceduce 3 at 22 and Objective [V, Procedure
3 at 26-27. in certain instances the Cremeral Skmedand Procedures specify the size of the
“eandoon”™ or ‘puagmenta’” sample 1o, Objective IT, Procedore 3 st 22 (“judgmentsl''); Objcctive
VI Procoidure & a1 33-4d {“rand om™).

Y Gomerad Slandard Procedures at @, Te
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tial ane subslaniially diflerent iTom those of the sampled gronp, amy inferences thar the aedie
attcmpted to draw about all adoléseents would be Imagcurate amd mi::]e-nding."

17, Inorder for a sarsple 1o be represerrazive of the populatian from which it s
drawn, a sample chowld Le selecivd at randoin. Samyples selected by nther eens {2 udgmentsl
samples) nun the risk of systematically oves—repr csumsing coniain elements in @ population, while
arder-representicg athers, Toe Gerers! Sfordard Preccediires, 1o apparest seuegrition ol 1is
TisA, require 1he suditer to use random sampling (or seratifad ravdat aasnpling e ehniques for
st samples "

18, It eettarh ewcudistancss — particclarly where only & very souall sample can
[ sl — it mdy be dppropriats 1o use judzmemal samnling, Tor exatipfe iF the chjecte of
an auckr 1s to conduct sage studiss ul state depariments of education, the aeditar may determine
That, due to tme and rescurce constramts, Ue evaluation of this poverrmen lal agency must be
Iimiled to four states. The audizor could vse a judemental sampie to cozuzs that e four sclecred
statcs aave different populatioc sices awd vepresent each gesuraphical region of the United States.

The General Standard Mracedures a2t for the 1se of judgmerte! saniples for a number of test

 ave D GUY, BT AL | ALDIT SAMPEIN(T 20-21 (2002) {noting that “[a]uditars must

exLr el coulin 1@ avaid projecting saninle meswlts €0 2 papailition if ALl poplation ikema 3id hat

have 8 chancy of being meluded in the sample,” and that, as an example, “it would be improper 1o
conclude ther all sales were properly Tecorded ifthe sample were selected only from charge sales
and cxciuded cash sales™.

" Creacral Standand Procedures, Qbjective I Provedure 7 a1 21 Objaceive 1T, Proceduras §
and & ar 23 Objectives V & VI, Procedures &, 10 and 13 at 33-34; Objective VIII, Procedures 4
araf * at 13-dd; Objeclive [X Frﬂ:;t,dum- dand 3 at 48, Objective X, Procedures 3 end O & 48,
and Objecrive XI, Mrocedures 2 and 5 at 51 What probably alsa falls within this rubrig i che
instracticon to the auditor ro condyct ™a valid pan e, Obective VIT, Pracedure 5 al 39

L ——perr———— "
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awdie procedures (e, stanistical and judgmental samplingd * In conductiog both sialistcal @nd
Judpenental sampling, the auditors violated fandamenta] sampling techbricues Az 3 oonssguence,
the inddmps thay ame based upon These dlawed skenpling procedures ate either wzelishle o1 invalid,
Tn nrder to place these wsues s conlext, a discussion of fundamental principles governing;
sampling methedolugy tollows.

A, Fond amental Principles Coverning Sampling

Is Genorplly, 2 spmple shonld wtisfy threa criteria: (1) the sample should e
drawen from the popuetalion ot interest and should not systematically ewciwde any port of the
population; (2} the sample should be drawn at rardony; and (J) the sample should 24 ke Sduugh
10 suppelt the eonclusione thas ol be drawn,

164. Statistical inferences bazed or. a sample are valid only walh respect O the
population from which the sample 1s drawa. 1 the sample Sysherdatically excludes carcain
eleureuly 10 the farpe] populangn, 0o wferences can bo drawn repardine the gecluded elements
Foor example, the objoctive: of an audi s 1o datetaming the leve: of doog use ameng 13 to 17
yedr-olds it a eamnmumicy, the auditors” reliance on informadion deaived solely {rom a sample of
public scheol sicdente could skew the results. Because adolescents who are exclnded from the

siaunple « dropouts and cluldien in private and homoe schonds -— could have drug-use patlartes

Y ludpcierial wmpling is also known as nonstatdss og) sarpling,

L s mm, o LN LR L
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- 13, Addiusnally, 1o 1es compliznce with Objestives V and VI, the auditors
were “eiuired to compare the belance shect of the Sechon 272 effiliate wich *a detniled listing of
all ey assers which aerees wilh the amcaer shengn in e Talamge sheol ™ S emeral St darg
Pruceheess, Objectves ¥ and Y1, Procedune 13 a1 34, The suditors were alsa regquired 1a

1t

detennmlie whedbier any Sasd assels trapsterred to the Section 272 affiliates constd uied “mdiree”

- transling figm the ROC (Mmogh otber offilinies. Jof, a1 35, Instead of examining aff txed nests,

b D mp AW
1

T T T el ele— - —— 1 — "
. a

the audinors “selzcied a vesdonn sample of A6 fixed nssers ransferned from other aon-repulated
allihaves™ lpiztah Baenmial Bepun. App. A, Obpesmives ¥ and Y1, Procedure 15 To make matiers
woree, Deca se mynacemen] weportedty eould not locate invoices for 14 of the selectad fivad
exsely, e pudilors eramimed only Jiese imvoices that were associczed with 72 fixed asasts
Alhoueh tae suditors faund no instances whera the 1282ts of the Sacrier 272 etfiliates had botr
transferred indirecty from the BOC, the qudit findings are questionable broaoge the entire
wdsersd ol lixed assels was never exemined. Funthermore, even the auditors® analysis of the
saripled data i incomplere beczuse oF nanapenient's fattwre tp produce data  Initial Rigmial
Report, App. A, Objectives V and %1, Provedure 13

M. THE ATUINTS ARE FLAWED BECALRE F DEFECTS TV THE

SAMPLING METHODGLOGY AND IEYIATIONS FROM
PRESCHIBED PRIMEDURES,

A Nat only did the soaditors faul to exanune the entire population when
grvaluating certaim test eritersa, bur they alse vsed sampling methadoloeies that are riddled with
erruts 2nd atherwise doviated fiom the aprecd-upon procedures. The Generad Stmdard

i Sricedtey refer o two gencral types of sampling 1sebiiques that sacald be ysed 10 test cerlain

T— —— TN < TEEA  TEEET m———
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Deciavation of Rohert M, Bell
O Doc ket No. 94151

Objestive [1, Procedure 5. However, the auditors failure to evaluate all ¢ollections undermines
il creditality of thos finding.

12 Srnlan ly, Otyestiee ¥ ef Lhe qudils purportedly assesses whether the
Selion 772 gllikiale “bas condycled all ransaclions with Lhe Bell operaling company [“BOC™] aun
un ks Jengeh basis with the cransactions reduced (o writing and avwilahle for inspoction. ™
Corareraal & lnmclere Proecduces, Objuetive V. For hermore, Ohyaetive Y1 osicnsibly evalusics
whgther the BOC has properly “accounted for all transachions with the separate affiliate in
aceordance with the accounting principles and mles appoved by the Commission™ Jd, Objocrnve
VT The ai=dil proeedures v Ohjectives % and ¥ teguated 1hat the guditoos eompare 1he daces,
teriee and conditions of senvices and ascecs on the webgite of the mterl. ATA afliligle o g1l wrilten
asreements between the BOC and atliliates for interlATA snd cachanes: govess lwalities
serviaes  Creperad Stedoard Urocedire s, Ubectives ¥ ano YVE Procsdure 6 Addigenally, he
auditors were required to assess whether this seme information was made avedables o pubhic
imspeciion al 1o BOC s beadcuarters. fol bsteald of eaamining all wel pastines, the aadinnes
gbtainec a randam sample 0f 85 wab pastings and conciuded that four wet posiings, aeog wiklt
thelr assoclated aereements and (fficer Certificagion Statements, were not available for public
lzepection ag ke BOCs headquarters, [oitlal Biennial Rapont, App. A, Cbjectives Vound Y1
Mocedure & at 18, Howeves, becaise the anditors f2ilad to examine all weh posimps m
avsordanve with proseribed procedures, 1t 1s quite possible that ather lransaciioh data pasted on

Hhe alfiliatas” wehsite violated Cammission requiremcts.

* Ay poted b Pan 110, ven the sevpling teeheiques the audiwss used in testing conpliance with
Dyective I1L Procedure 5 violated the Geroral Siengdiard Frocedires,




Declaration of Rebert M. Beli
CC Docket Mo, 36-1 50

vomplignee with other tost eriteqia. Flenvevet, in sovere. mstances, the auditors failed to examine
the entire universe in measuring Yunzon's compiiance with thiose test ob' ectives.

13 Inthis regard, Section 27200002 prowvides that intar AT A affiliates ndese
“imamtain bogks, vecorde, and accounts in the manner prescribed by the Commiggiop which zhall
e separate from the books, records, 2nd accounts maintained by the el opetating compary of
wonch it is an afftfiate © 47 1LE {0 § 2T2HhH2) See afve Coneron Nmrdard Procedures,
Obiective I at 22, Oheutive 1T af the sudits = purporledly Jesigned (0 assess compLance with
his regquicement. The Geemerad Sicnrcered Proceche s provide thal the Fallowing arocedurs should
1

Towr ideed 161 gt Carniplranse witl this objsstive

Cash Receipts — T the ninth month of the enganenent peiod,

[ gkl saowilf oliaiu a lisc of @if codections fions the sale of

trade accounts receiveable fron the 271 affiliaie 1o the afilaate.

Dewument 1he process Fer how 1he 372 alliale reveives credit [T

e calleeome aod werife that eoliegtion ol 1he Uade acoounts

receivable wes rellecied in che acoeuns of the 271 affiliate

femphasis added].

Il.  although the sodic procedures exphicitly reguired the auditors m “obrain 3
lisc af o collections froqn the sale of rade acocurts recervables from the 272 cHlhatc 1o the
affiiate ™ 1he guditers ratdomly selacted 10 eaah csce s and 10 cash dishurszments from BALCT s

account at F&I After comparing the selected roeeipts and disbursements agairst RACE's racords,

the auditors found no violations of record: keeping requircmnents. Initial Biennin] Repott, App. A,

P Cwneral Standard Procedures, Oyactive 1L, Procedurs 3.



Declaration of Robert b1, Gl
O Dockel No. 95- 180

perlu rmanse resulls @ e shalishcally sigribeant. For all of Desse reasons, g 1s oo sewnd basis

apem which ary finding con be reached that Yerizon has complied wich Section 272

[I R THE AUDITORS TATLED T(F FXAMINE THE EMTIRE FORLULATHYY
WHEMN INSTRIOCTELN

3 The awdits ire undamentally flawed tecause the auditars failesd to adbers
o Bt priocdores that reuired an examine:ion of the ewtire pepubstion when cvalsing
Vorison's conmplancs with certain test croena. o this regard, an saditer can vse an arcay of
svchmiques o sullect and assews 1he evidenlial o2tk that fovia b basis for andit fndings, Awdat
wurpling, which involves ko examinadion of less than 100% of 1he elemenis or wcits In a given
popilation, 1s one such wechmque. Hawever, une 1l the sivks ol sanplity bs that the andiscr may
render 4n erranecds finding because the cnfire popyletivn was ot ex2oined. D recogiition of
this rigk snd 10 2ssure preaver accuracy i repo ried results, the audic plan may requize &n
examicalton ef Lhe entice pagulslon at jssie when assessicg an enlity’' s cormplianes with specifiad
FE TR RELs

2 The &ieacral Stendord Pracedures for Hennial Awdtes Regruped [hider
Semion 272 of the Comminnrcanos Aot of I93, As Anwaded ¢ 'eperal Stepdsard Mrocedures”)
require Thal sarnpling lechnigacs be used to cvaluaté cortmn tesl otiteria. Tunhermors, e qudil

procadures alsn specify that the total pepuiation of interest mus| he nnalvaed in assassing

© See AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS, AUDIT
SANPLING 10 (1999 (atating \bet “Islampling Lisk arises frorn he possibiiany 1nat when a test of
Fontrali o substantive test is restnceed to & spinole, the sadiler’s conglusions misht be different
Tiom those aba wold Lave been reached i the 1t were applied in the seaane way (o all the ilems
in e aceownr balanas or class ol transactions™).




e taracigm of Roberi 3. Dell
CC rockel No. F46-150

Maniobal Acadenty of SCicaces as well a: the Academy's Panel 1o Reovicw the 2000 Censis. 1

have artached a copy &f my curriculoun vilae as Exhibit RMB-1

L PURPOSE AN SUMBMARY OF DECLARATION

5 Thr prurpersc of this deslaration is to address cortain statistical and non-
statisrical meshndatames that the anditecs L2ed Lo colled and analyze the evidential matier 1hat
serves a3 the basis for findings in the Ayditor’s Intial Biemal Repor and Auditor's Supplemental
Hignnia' Bepotl {vellectively 'the zudits™) in connection with the first Bloinial Secgiop 272 audit
ol the Werizon companics. arl 11 ¢xplans that she quaits at issue are fondamentally inbimm
biecazer the aoditars failed to complw with 2udit procedyres gy reguited an examination of all
#lewnerils 1 1he populgtion when svaluaring certe:n test vrilerza. As g result, the auditors not oly
devigned from prescabed agreey-upon qudit pracadures, but they alse retdered Grdings thet are
inherendy Jess accurate than they would heve bgen il |he potire populaion of interast had bean
fnalweed

fi Part JFL shows that, even when the duditors used sempling techniques, thay
sonsistently volated the most hasic sempling standards and compounced these errors by feviating
from ether audit prcedures, Because of shese deficiencies which taine mumerous fost creria,
ramy of the audit findings that suppeat complange by Verizon with particular Section 272
oblpauons e WMisleading or meaninghess.

e Part 1V explaing el even Lie perfarmance data 1o the sudits reveal that
Vesizum has viciated Scotion 272 By providies prelerectial tseaiment 1o Verizon affilintes.
Althuges VeI't2on characierizes the perforrance regully shuwing @scriminatory beeatment as

“slanstically meaningless ” the linsiud duta provided in the awdits reveal thar the differences ia
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Accommng Safczuards TTnder the
Telzcommumcations Act of 19964

T g el e M

DECLARATHIN OF RHOBERT M. BELL
ON BEEALF OF AT& T CORP.

1. My narne is Rolert W Helll Sy business address is ATAT Labr-Research,
180 Mack Avenwe, Flocnan Mark, Mew Jersey 07932

Z. [ teeeived a Ph.D. it Steistics from Stanford University in 1580,

3 Foam 19580 to 1996, 1 wax prowsoled Lo Serior Stalistician al RANLD, a
nor-profit mstitution dhet conducts public palicy snalvsss Winle at AN, 1 sapervised the
stafisticai design andior analvsis of many projects, includine several large multi-site evaluariones. T
alse headed the RLAND Siatislics Group lieo: 1953 @ 1995 and {aupht stabistics in the RAND
Ciraduate School from 1992 e 1998, In 1908 T icined the Staristies Rezearmch Deparment at
ATE I | ehsaltescarct;, where Lam a Poiwcipal Memberof LUechnical Staff. Wy mam resgarch grea
15 sty Pesaareh methads.

4 T have authored o co-authored fffy erticles un siatstical analysis that have
appeared in avanety of refereed. professioral journals | ama @low ofthe American Statisscal

Axcocion, 1am corrently o memoer of the C ommittee on Nadonal $tagjsrics organized by the
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. CONCLLSION

*ar the reaspns stated, the Commingion sheodd penghize Verizon for s lack of

cornplisnce with section 272, &nd should immedistely re-audit Verizon wging spproprigte

rrocedures and standsirds.
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Washington, BC 20053
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April &, 2009

Respec, fully submilted,

dc}

Bdark C. Rosenblomm
[.awrence | J.ofaro
Arvel 8. Friedman
AT&ET Corp

205 Nonth Maple Ave.
Basking Ridge, N1 37920
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(Telcvommunicaticons Services Inc (TSI)) because Verizom 4did nor diselose this affelares
exagumie unil Javs before the swudin was ¢leased and months after the andm ended.  See

Ao g hY tefirprperredy: { Froder 9] 2003,

In {997 the Commissicn recognized Abat clear bieanial audit wuideines and standards
wonldd henefic the BOWC, s affiliztes, and market participants in 2! telecommuonicatinne markeats.
T reenghition of the fmporance of the section 272 audit, the Commission asked for public
comment and received . However. 3 pewer pubbely aceed on {mad spal and aever poovided
clear 2nd riporows miles desipned 1o enuure that viclstions of section 232 we dewecied aul
deterred. The Commission shaald esc this proeesding to f3ll this Inngstanding gap. and provide a

prosedes fon AN e Beeial andits wo be conducted inthe futune, including 2 re-audit of Yerizon

B
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nicasures wauld help lo lmit disputes duning the process and to provida for congistent remedies
where violations ool

Faurth, the Cormmission sheuld substantially strenpthen 2 number of 1fw siandards o the
existing puidelinas  Fol wxétnpls, 1he Commission should strengthen the standard to 1est
comphipnee: with section $72°s reguircment that 2 BOC provide certaim inbound callers with
infoe imationt aspatdise thowr chowe of poovidess for g disiance service. A3 described above,
smaer the current Geserad Standard Procednres, the sudiors need onlv cbserve [5 collers for 30
mieules wach, wih neoaeguirement abogl e ownber of <ails that owst by moovared,  Thos
starlan] ceuld never adeguatcly determane 1Fhe BOC 18 complyving with 53 oblgalion Insiecad.
the Cornpisgion sheuld atiempt 1w degrmine the enice population of calls regeiviad yhag fal]
wathio ke se¢lon 272 ol hgalwr, amd then osing proper sampling techiniques, set forth precisely
how such somples shoutd be obtained.

Fimally, the Commussion should adept @muidelimes for appraptizte rémediss and panhalties
for violztions of the sectien 272 requirerents. Such guidelines would help ensure consistency,
angl would zlsc-oid ik deteering victations, 5o fong a5 the remedics and penaHiss were sffiviendy
stTerE,

To s caoe, as siated showy, Verzop's consisiem and widespread wiolalions ol Zaction
272 et be remedied weth appropnace penalties. Moreover, the substannal gaps and holes 1n
the andit proceduras aloo raise the pocsibilivy that these violations are representative of @ yruater
pareny of orost-ahidization and diserimination against Verizon's compelnors. AR o4
consequence, Verizon and its affiliates should immediately be aodites again wsing mere fulsome
procedures Indeed, ce-auditing is essential — and in fucr required by the rerms of section 272 -

o ene respeet. 0o aodm way peen performed fear ome of Werizen's 272 aililiakes

it

—_————




dewatites and populvtion sizcs) 1o emable mleCsiol parties we determine i the datn is
statistically sigmificant under various measurcs

Seeniid, the Corrisssin shold explicitly dslimeéale the periods that should be andied,
and reguire the BOC to maimain all relevamt data for those perinds so ihet the sudioms can
properly assess compliance wath the section 272 obligatwns. Where the BOC {aids to maimntain or
proweide such data, the Comniissinn should presume a violation of section 272, In panticular, the
Commissien shawld precludes a BOC e ax Veoieon Jid bere, Runimg the ameunt ol daly at
i aimaens, and then claumnng that acddrtional dara would be necessary to veridfy any viclations
disclased by the limited date. The Cormission shoold fthus elearly siate gt daca that mpst be
mairlamed and collecled, and Wen Lroaddy define the fime period so that all posdible
diserirination van e dewsted fthes aaingzing ie dejerrent vaie of the audit). Addiionaliy,
the Commission must make clear that, for 8 HOC's milial bichmiak aodht, the soditors will
eraning ol Mansseions and dma sinve ibe feomnation of any 272 affiliate, incloding periods prior
ter secton 271 approval  Wos 272 effiiates heptn providing interLATA sereice vory soon afler
grproval. and that necessarly Tequires thar substantial activities betwean the BOC end those
w[filiater will occur prier t¢ approval, I tbese periods are 0t dwedited, it would allow the ROC g
s1gniticam oppertuniry ©o mask oross-subsulization and othee sog mesy Hecarnion.

Third, with respect 1o disori minatere gondues, the Cemmissior should adogn rigerous,
welb-defined, and propetfy disagurexeaed perbrmancs measures,  Since rbke Commission Frst
acted in 1997, 2 number of proceedings at the siate and fiedeml Javel have tnvestigated proper
performdnce measuees, and the Reeanial 2udit process should rely on measures deveioped in
those proceedings, wiery the measures are propetly dofined, appiy 2 clear petformance standard,

d &re FUbject 10 rgorous tesming Rnd arc open 0 intercsted partes. Use of such unifbrm
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couiucled and about the vipor with which the Commission will enforce the nro-competiaive
prowisions of sectien 272,

With thesa principles in wind, the Cumymisstan shoold therefore set fonh additional
standards and procedures to ke applicd to fture Bienseal midits. ingluding 4 re-audit of Verizon
amdl its sevion X727 aliliates At 4 oomicnum, the Commissior should adopt the fallowmng
wrutlelines.

First, the Commivsion should adopt & streng; prefesence ihat the audit make a comoplele
ey Erination of the entire popelafcn of any transacions or data thit e audil bs assessing, rather
than relying on sampling. See MCY Propesed Audit Commants, AAD-97-B3, at & (filed Sepn. 15,
107), As these sudits deronstrate, the wse of any particnlar sampling techengoe 15 suliject to
significant dispuce, and the results — pestivalenly where insufficiens informatiom regarding the
zamplicg s diselosed — are aften (pconclusive on wssues that are cestrsd to secuon 272
aumplance.  Aud sampling by defatlion introduces fiske that violations will go undecered,
harcowverin the Varizon sudit, samphing was ptrioomed even where 2 compléle cxammation of
ail data would be practical Torexamiple, in determining ¥4 200°5 compliance with e “separate
cmolayees” rugui meents | the sudnar mexphcably {ook a sample Sf the armoloyess, avan though
perfirming 8 complale cxaminaticn vould not have been burdensame ard cven though a sample
wild by defimition ned detect whether Venzon's empiny ees were frly separale. See supsz Part
|| I ey

erafre, the Comemissivn shwald adopt siandards that address bath when sampling i3
zppropriate and that forther defene the specific samplicg teehnigues (o be used and s Wvpe of
mltimation thal must be disclosed in fhe modic. Tn panlicular, the Comusssion should repuing

that, where sampling, is perfoemed, enough wfermation ls provided {ie, sueh ag standard
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